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[bookmark: _Toc434251040]Abstract

This paper analyses the role that domestic intermediaries play in Western firms’ sourcing from China. Cost factors, in particular, have made China an attractive sourcing context, but recently there have been pressures for firms have been pressured to withdraw from this sourcing market. Through Chinese sourcing, Western firms have become integrated into global supply chains, which in many cases involve both intermediaries and foreign suppliers. Particularly Small small and medium-sized enterprises (SMEs) in particular seem to benefit from the services of intermediaries. It nowThus it has becomes relevant to ask what kind of changes take placeoccur in these supply chains and in business relationships with Chinese partners and with intermediaries. Our empirical case study analyses Nordic firms and their Chinese partners, and focusesfocusing on the role that domestic (Nordic) intermediaries play in sourcing from China. Our contribution is to analyse the dynamics of international sourcing, and we find some changes in the role of the intermediating actors. This change is parallel to the overall changes of on the Chinese sourcing markets, where effectiveness, rather than efficiency (cost), gradually becomes more emphasised. 	Comment by Virve Juhola: voisiko olla tässäkin selvyyden vuoksi intermediaries?
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1. Introduction
China is playing plays a major role in global sourcing, and efficient purchasing from China has brought success and competitive advantage for to many Western companies. For more than a decade, China has held a position as the most interesting place location for low low-cost country (LCC) sourcing (KPMG International, 2010). Currently, China is experiencing a remarkable transition, and its position as the world’s top sourcing destination has been challenged. Increasing labour costs (Fang et al., 2010) among other factors raise the question of China’s competitive position as a low-cost sourcing destination, and this has led some companies to leave the country. On the other handHowever, those companies that entered into China during the boom years (Fang et al., 2004; Salmi, 2006), have gained the kind of experience and knowledge of in this context, which that is required for successto succeed, / and the Western-Chinese business relationships have matured over the years. 
Scholarly interest has focused on large companies’ sourcing from China, but there is an increasing number of studies investigating operations of small and medium-sized companies (SMEs) (Muhos et al., 2012). These companies, in particular, have relied on the services of intermediaries in their Chinese sourcing (Nassimbeni and Sartor, 2006), in order to overcome the problems caused by the lacking lack of local knowledge and the long distances. Intermediaries facilitate international trade (Nassimbeni and Sartor, 2007), and according to Chinese statistics, 22 % of Chinese exports are actually handled by Chinese intermediaries (Ahn et al., 2011).  However, intermediaries are usually viewed as a temporary strategy in the early phases of international sourcing (Giunipero and Monczka, 1990). This study investigates aims to show how the role of intermediaries has potentially changed along with the developments of the Chinese sourcing context, and it contributes to the gradually increasing number of studies on intermediaries in international sourcing (Ahn et al., 2011; Balkow, 2012). 
Buyer−-supplier relationships between the Western buyers and Chinese suppliers caught the researchers’ attention a decade ago when many companies accessed this sourcing market (Fang et al., 2004; Salmi, 2006). – The analysis concerned, in particular, the motives for sourcing, the specific requirements of the area, as well as the key features of the supplier relations. The role of the intermediaries was noted, but it received relatively little focused attention, with the exception of e.g. the study by Balkow (2012). 

. It tThus it has becomes relevant to investigate how the role of the intermediary changes over time, in the different development phases of a business relationship’s development: . The relationship phases are relationship initiation, maintenance and dissolution. In the initiation phase, the motives of for using intermediaries are often present, while in the relationship performance phase, the role of different actors and their interactions may change., and fFinally, given the contemporary setting, we must ask: will the is this relationship bound to disappear among the actors?? 	Comment by Virve Juhola: maintenance?	Comment by Virve Juhola: Ymmärsinkö oikein? Vastaavatko nämä vaiheet edellistä virkettä, jossa luetellaan liikesuhteen vaiheet?
China is experiencing an economic transition, and other countries are gaining position as LCC contexts. This leads to the questions ofasking whether companies, such as Western SMEs in particular, continue sourcing from China, and whether intermediaries (domestic or local (Chinese) intermediaries are still playing a role in this business.
The aim of the this study is to analyse the contemporary role of intermediaries in supply chains involving Western (Nordic) buying companies’ and Chinese suppliers. This is relevant for understanding whether the focus in Chinese sourcing has changed from cost to other issues – thus from efficiency issue intoto effective purchasing – , as well asand whether the intermediaries have lost their key role as the first-step contributors, along with maturing as relationships between buyers and Chinese suppliers mature. The key research question of this study is as followsthe following: what role does the domestic intermediary play in Chinese sourcing? To understand this role, we also investigate the nature of business relationships of between the intermediary with and the buyers and the suppliers relying on related . We rely on a case study involvingcase studies. Studies on sourcing from China are often based on one-party (Western buyers’) perceptions (e.g. Salmi, 2006). Here, we focus on the perspectives of the (Finnish and Swedish) intermediaries, but add also while utilising the views of one Chinese supplier.
The paper is structured as follows. After this introduction to the study, we review the existing literature on global sourcing, buyer-supplier relationships, and intermediaries. In our Then, the explanation of methodological choices are explained: we use qualitative research methods and interview-based analysis through multiple case studystudies. The following section presents the our empirical findings by discussing role and relationships. There is a A brief conclusion followsin the end. 

2. Literature review
[bookmark: _Toc434251048]2.1 The Challenges challenges of sourcing from China 
China has been an attractive sourcing destination for theduring recent decades. Cost, reliability of supply, strategy, and R&D have been major drivers for firms sourcing from China (Fang et al., 2004), and the low costs, in particular, have made this supply market attractive to both large and small Western companies in the early 2000s (Salmi, 2006). More recent writings note the benefits of sourcing in from China to include e.g. the low cost of human resources, the growth of product quality, the availability of infrastructures, such as logistic platforms, and the shorter time offaster product development (Nassimbeni and Sartor, 2007; Towers and Song, 2010). On the other handHowever, several authors point to the challenges in sourcing: Trent and Roberts (2010) conclude that lead lead-time instability, more time-consuminglonger logistics work, and supplier inflexibility and unresponsiveness affect the availability of products, . and Towers and Song (2010), who have analysed strategic relationships with Chinese garment suppliers, note six challenges: delivery, flexibility, cost, quality, reliability and culture. An interview study of Finnish SME managers (Muhos et al., 2012) recognizes several drivers for sourcing from China, but in addition, it notes the challenges in the form of quality problems, long physical distance, long delivery time, poor communication interface, unexpected closure of suppliers, and grown inventories. Together with the increasing costs and rapid economic development, sourcing in from China is becoming both cost- and strategy-driven (Fang et al., 2010). Fang et al. (2010) suggest that companies with purely cost-driven motives would most likely move away from China, while companies with established relationships and trust with the Chinese partners in terms of both quality and corporate social responsibility (CSR) will remain their sourcing activities in China. An important way for dealing with such problems is to turn to intermediaries: these are ideal for SMEs and other companies with limited resources as they can assist in small volume purchases (Nassimbeni and Sartor, 2006).

2.2 Intermediaries and sourcing from China
In general, intermediaries play an important role in facilitating international trade (Ahn et al., 2011). In particular, intermediaries are seen to be used in the early phases of international sourcing in assisting companies to overcome their foreignness (for example, cultural, administrative, geographic and administrative distances) with better local knowledge and access to the local business relationships and networks (Giunipero and Monczka, 1990). Ellis (2005) suggests that improvements in intermediary performance can actually lead to unintended consequences for the intermediary, including termination of a business relationship. When an intermediary successfully increases the understandings and involvement between two parties, its services may eventually become redundant as the buyer and supplier become more involved in the business relationship, leading to the “trader’s dilemma” phenomenon (Ellis, 2005). As he notes, “poor performing intermediaries risk being replaced by other intermediaries, while high performing intermediaries may be eliminated by upstream suppliers or downstream buyers keen to reap the benefits of more direct exchange modes” (Ellis, 2005, p.379). On the other handThen again, Vedel and Ellegaard (2013) challenge the traditional intermediary literature regarding the situations where the intermediary would cease to exist with increased industry maturity. Their respondents considered the sourcing intermediary as indispensable, profitable, and risk reducing, and consequently, the study describes the sourcing intermediary as a persistent and value value-creating actor in the supply chain. Vedel and Ellegaard (2013) suggest that the engagement of the intermediary may create short-term inefficiency in eroding immediate chain profits and adding extra link in supply chain, but it effectively contributes to achieve achieving long-term objectives by reducing potential critical risks. The involvement of a third- party organization is further studied by Adobor and McMullen (2014) from the Transaction Cost Theory perspective. The study shows that third parties play a significant and positive role in the development of inter-firm relations. Yet the third party in the study is an independent organization and is considered not directly involved in a dyadic relationship.
In sourcing from China, Western firms have used different ways to buildbuilt their supply chains and related to their suppliers in various ways. For instance, in the early 2000s, Finnish firms relied on both intermediaries (domestic agents and Chinese trading houses) and direct relationships with Chinese suppliers, with our without their own locally established own units (Salmi, 2006). Balkow (2012) investigated Swedish firms’ sourcing from China and shows that some companies adopted purchasing strategies where designed or strategic components are purchased through direct sourcing channels, while standard products are sourced by Swedish intermediaries. 
Since China is a “relationship-focused” culture (Gesteland, 2002), establishing and maintaining interpersonal and inter-organizational relationships are particularly important for business there. A study of Swedish firms’ experiences in China notes the importance of long-lasting relationships with mutual commitment between the buyer and the seller, and suggests that Western companies should be prepared to invest time and effort in building strong relationships with Chinese suppliers. (Fang et al., 2004). Furthermore, “good relationships with suppliers can overcome difficulties and can be a success factor in price negotiations” (Fang et al., 2004). Buyer-supplier relationships between Chinese and Western companies have been studied extensively since the 2000s (Fang et al., 2004; Salmi, 2006; Nassimbeni and Sartor, 2007; Towers and Song, 2010), usually in a dyadic manner. However, interactions in international business often involve not only suppliers and buyers, but also various intermediaries, bringing triadic nature to the interactions (Havila et al., 2004). The role of intermediaries in Chinese sourcing has been only seldomscarcely analysed;: a notable exception being are studies on directing on Chinese local intermediaries or Western companies’ Chinese offices (see for example Ellis, 2005; Balkow, 2012). 
When a major shift took place in Western firms’ direction of sourcing towards China some decades ago, firms entered the market with high interest but relatively little previous experience of doing business with Chines partners (Fang et al., 2004; Nassimbeni and Sartor, 2006; Salmi, 2006). Local intermediaries have been useful for gaining knowledge and access to the network (Giunipero and Monczka, 1990), and gradually local purchasing offices have been established in China, too (Nassimbeni and Sartor, 2006). There has also been apparent benefit of hHaving knowledgeable Chinese employees to handle e.g. the tricky parts of Chinese administration and bureaucracy (Fang et al., 2004) has brought apparent benefits. However, a number of Western companies choose to work with local, domestic intermediaries instead of the Chinese ones (e.g. Salmi, 2006). So far, we lack knowledge on the role of intermediators in Chinese purchasing in general – whether intermediaries are suffering from the ‘traders dilemma’, and being surpassed, . and inIn particular, we need to know what is are the role and functions of domestic (Western) intermediaries in current sourcing from China. Why do companies (still) rely on their services and what are their functions in supply chains? These aspects will beare analysed in our empirical study of Nordic intermediaries, but in order to understand the setting for intermediation and the function of the intermediaries, we will first take a brief look to theat Chinese cultural features and its their consequent effect on Sino-Western business relationships. This will help in understanding the reality and practices of Chinese sourcing, and the role that intermediaries may play in this context.

2.3.  Sino-Western business relationships
The characteristics of business relationship between Chinese suppliers and Western (Nordic) buyers are embedded in the national cultures. The Chinese culture is a high-context culture (Hall, 1989): the Chinese tend to use a restricted code, which that does not convey everything in detail, but offers hints to the receiver (Gudykunst and Kim, 1997). Hall (1989) describes Scandinavia, in turn, as a low-context culture in which most of the information is in an explicit code, i.e. in words. High-context people easily become easily impatient when low-context people insist to give information they do not need. Conversely, low-context people are easily lost when high context people do not provide enough information. Therefore, to find an appropriate level of information needed in different situations is one of the great communication challenges (Hall and Hall, 1990). Furthermore, “[t]he stereotypical Finnish communicator is a quiet and honest person who is able to speak about business affairs in great detail but feels uncomfortable using small talk.” (Vihakara, 2006) 	Comment by Virve Juhola: hints about what is culturally important to know?	Comment by Virve Juhola: described openly in words? Documented?	Comment by Virve Juhola: In this context it is good to keep in mind that…?
Business is also influenced by social organisation, that is, by the way that people relate to other people (Vihakara, 2006). Finns tend to rely on formal data and written information instead of networks of people, while the Chinese concept of social organisation and relationships is based on factors such as guanxi, li, renqing, mianzi and bao (Vihakara, 2006). Guanxi (relationships) refers to social boundaries and to the power the person has over other people (Vihakara, 2006). Worm (1997) compares the Chinese guanxi with Nordic networks: Chinese networks seem to contain much more exchange of information than those in the Nordic countries, which are created between organisations rather than between people. Trust is built in In the Nordic countries, trust is built through co-operation and commitment, while in China mutual trust is a prerequisite for engaging in a relationship (Vihakara, 2006; Salmi, 2006). Chinese guanxi is usually perceived as personal capital and exists between individuals (Styles and Ambler, 2003). Individuals, who have strong guanxi with suppliers or customers, are very influential (Pressey and Qiu, 2007), and it is common in China that a resourceful manager may keep many customers or suppliers loyal to him or her (as opposed to the company) even after he or she changes job to another company. Yen et al. (2010) further elaborate guanxi into three relational constructs: ganqing (感情, feeling (relationship)), renqing (人情 exchanging of favours) and xinren (信任, trust) (sometimes used interchangeably with xinyong(信用), credit). One unique characteristic of xinyong (credit/trustworthiness) is its focus on oral agreement. 
These cultural features relating to guanxi have a linkage to intermediation as well. Chinese business relationships are commonly established through the introduction of a third party (through guanxi), whereas Western business relationships are developed through interaction over time (Tao, 2010). As the business relationships as well asand trust are inherited from the a third party, it is necessary to take the involvement of the third party into consideration throughout the business relationship, even in the dissolutionwhen dissolving of the relationship (Pressey and Qiu, 2007). According to Pressey and Qiu (2007), in China usually guanxi does not usually disappear with the dissolution of the business relationship in China. It can be transferred into a post-dissolution business relationship, as trust often exists between individuals instead of organizations. According to a Chinese saying: “Even if the business fails, the friendship still remains.”[footnoteRef:1] Thus, if a third-party was involved as the intermediary at in the beginning of the business relationship, it is important to inform this third-party upon the dissolution to avoid the third-party and the business partner to lose“losing “face” and to minimize the negative effect in on the market and the network. The reason for thewhy third third-party involvement is so important in the Chinese business culture is closely related with renqing (non-business favour). Offering favours helps build guanxi, which in turn helps increase the contact between two parties, leading to greater understanding and mutual trust (Pressey and Qiu, 2007). A person who does not return a favour will be considered as untrustworthy and socially unacceptable (Yau et al., 2000). The service of introducing business partners to each other is considered as a favour from the intermediary. Thus if the business relationship comes to an end, both parties do not wish to damage the relationship with the intermediary as they owe a favour to the intermediary and will try to return the favour in theduring future interaction.  [1:  Translation by the leading author from Chinese“买卖不在人情在。”] 

[bookmark: _Toc434251054][bookmark: _Toc434251055]Traditional Chinese values and culture have a strong influence on the current Chinese business culture including the buyer-supplier relationships. However, some changes are taking place: by the influence of dynamic economic and social transitions, the modern business practices in China have been found to be adapting to Western cultures (Jin et al., 2013). Furthermore, young Chinese generations are considered to be individualistic and less influenced by Chinese traditions and e.g. hierarchical positions in an organization (Kankaanranta and Lu, 2013). These cultural change transition trends may potentially also relate also to the potentially changing role of intermediation in Chinese business. Furthermore, for analysing the role of intermediaries, we would assume the interaction between buyer and seller to depend on the more general business network setting: there is a difference between entering and leaving a market is different from a situation when the company decides to leave it, or endand ending supplier relationships. Thus, we see that as a result of increasing involvement and experience gained in Chinese business relationships over the past decade or so, Western companies may have changed their involvement with intermediaries in sourcing from Chinaese sourcing.
[bookmark: _Toc434251057] To conclude, there are several specific features relating to the Chinese culture that are bound to influence the development of buyer-seller relationships and triads involving intermediaries over time. Given the change from cost-focus into other influencing aspects that influence of sourcing from China, it becomes relevant to see how intermediaries function in the supply chains between Western buyers and Chinese suppliers. ; How how are different parties are integrated into this system of sourcing and what kind of changes are potentially taking place. These will be investigated in oOur empirical analysis investigates these aspects.

3. Methodology
This is a qualitative study using with a case study as the its main research strategy. We aim to build a contextualised explanation (Welch et al., 2011) over theof current practices that shape the intermediaries’ role in sourcing from China. Our research problem is exploratory in nature and embedded in the Sino-Western business business-cultural differences, the specific buyer-supplier business environment, and the contemporary situation of supplier relations. A One strength of our study is that the leading author is a Chinese having personal understanding of this culture, as well as previous working experience as a sourcing assistant in a Danish buyer company, which has provided knowledge on the general business environment of Nordic companies buying from China. 
We aimed for reachingto reach Finnish intermediaries with different functions in sourcing form China. We used first used the internet to find suitable companies and then sent invitation emails to procurement managers (or persons with similar titles) to various companies. We received a response from a Swedish company, and given the relatively similar business environment between Finland and Sweden, we included it in our study. Through interviewing the CEO of the first case company, the our leading author received information on other possible other case companies. The method to search for Thus, a snowballing method was used for case companies could thus be called snowballingy search process. 
Four companies (three intermediaries and one Chinese supplier, in total 4 persons) were interviewed for the study. The interviews were conductedtook place between March and October in, 2015.  The pPrimary data was collected by conducting semi-structured interviews. According to Eriksson and Kovalainen (2008), the major advantage of semi-structured interviews is that the materials are somewhat systematic and comprehensive, while the tone of the interview is fairly conversational and informal. Two interview guides (one in English, one in Chinese) were created for the interviews. An interview protocol helped us to keep the interactions focused but yet allowed individual perspectives and experiences to emerge (Patton, 1990).
The interviews were conducted in Chinese and English according to different situations. Chinese was used when both of the interviewer and the interviewees were native Chinese, and English was used for all other interviews. Most of the interviews were face-to face and were recorded with an electronic device under with the permission of the interviewees. These interviews were then transcribed for analysis. Some interviews were conducted via Skype, which required taking notesfor which notes were taken. The Notenote-taking method was also used to highlight keywords and to draw a logic map. 
In addition to the primary data, cCompany websites, social media sites, and company documentation were used as the secondary data sources for the study. To increase reliability and validity, secondary data was used for triangulation, and some complementary questions were asked from the the interviewees received some complementary questions by emails in the data analysis phase.
We present An an overview of the case companies is presented in Table 1. Gamma is a Swedish intermediary;, Alpha and Beta are Finnish intermediaries. Furthermore, Alpha is cooperating cooperates with Chinese Epsilon.
[bookmark: _Toc434710476][bookmark: _Toc435289726][bookmark: _Toc435289876]
Table 1. An overview of the case companies.
	Company
	Role
	Industry
	Nationality of ownership

	Alpha
	intermediary
	industrial components, medical appliances
	Finnish

	Beta
	intermediary
	construction, machinery and consumer products
	Finnish

	Gamma
	intermediary
	shop fitting, furniture fittings, house fittings, plastic and acrylic
	Swedish

	Epsilon
	supplier
	safe and security products, furniture, material handling systems, medical appliances, household appliances, lighting, communication products
	Chinese



Thematic content analysis is utilized as the main data analysis method. We aimed at understanding the current motives for purchasing from China and for using intermediaries, as well as the nature of supplier relationships, and we categorized and coded the data to meet these purposes. In our empirical study, we use also use illustrative quotations from the interviews to give add flavour about the business in China,
[bookmark: _Toc434251063]
4. [bookmark: _Toc434251064]Empirical analysis
Here we first briefly present the case companies and then discuss our findings of the intermediaries’ role and relationships with different actors.	Comment by Virve Juhola: operators, parties?

Finnish intermediary and its Chinese partner: Alpha and Epsilon
Company Alpha is an independent Finnish sourcing agent that, which servers provides for Finnish industrial companies and sources by sourcing components mainly from China. It was established in 2006. The company has does interesting co-operation with Chinese supplier company Epsilon and seems to , acting as seeminglyact as the sales office of Epsilon in Finland. However, Legallylegally, these companies are however fully independent. According to the interviewees, This this kind of arrangement is according to the interviewees a mutually beneficial solution for both in terms of presenting the customers a better company image: Alpha would then be seen as a company with a large supplier, and Epsilon would be seen as a Chinese company with trustworthy local presence and contacts and establishing a trustworthy first impression. 
Supplier Epsilon was founded in 1998 in China. Alpha and Epsilon’s cooperation started in 2005. Alpha provides a comprehensive portfolio of OEM manufacturing services, mainly including machining, punching, casting, plastic injection and fabrications. Epsilon works actively with more than 100 Chinese suppliers, and it has been ISO9001:2008 certified since year 2003. Epsilon has partial ownership but does not fully own any factory. Nearly 50 % of the products are provided from 6 to -7 sub-suppliers of Epsilon. 
For Alpha, around 85% of their sourced products are industrial and mechanical components. Electronics and consumer products take a very small portion of the whole product portfolio, since these markets are dominated by large European producers. Alpha generally mostly provides basic standard products with modifications according to customers’ drawings because:, since  “For 100% standard products, there are much bigger competitors in the market, so not much savings for us.” The main responsibility of the intermediary representative is to contact Finnish customers and find sourcing solutions together with Epsilon. English is the communication language between him the intermediary and the Chinese suppliers, and he visits China regularly every year. Our interviewee in Epsilon is a native Chinese and who has been working for Epsilon for about 10 years. She has a degree in the English language and she acts as a communicational bridge between Epsilon and its foreign customers.
Alpha participates actively in the whole process of the buyer-supplier relationships’ development. The Search search for customers, negotiations, quality control, and so on are all part of Alpha’s operationactivities. Its role is to minimizes the financial investment and risks by offering only intellectual service and consultancy only: they are “basically in everything but … don’t own anything”. When sourcing from China, the Finnish customers’ trust towards the Chinese suppliers is built on the trust of Alpha, according to Epsilon. Indeed; the quality of the products is the foundation while , however service and communication is are also essential: “Alpha helps to increase the possibility of successful co-operations with our customers. It “adds flower to the brocade[footnoteRef:2]”.  [2:  Chinese idiom “锦上添花”: “to make what is good even better”.] 

The Finnish intermediary believes it is important to have a personal relationship with the Chinese managers. Various informal dinners are arranged to maintain the The business relationship is maintained by arranging various informal dinners. As noted: “We have dinners so they would know you. This deepens the relationship little by little. During my 10 years' experience doing business with the Chinese, the first time you meet a new company, they don’t ask what’s your company’s turnover, they ask who do you know, what’s your guanxi. It is so important who you know, who you work with, especially in China. It’s related with trust: why should I work with you? What can I can benefit from you?” 
[bookmark: _Toc434251068]The representative of Alpha also mentions a the “silence” issue”, which that is frequently brought up by Western companies who work with Chinese suppliers (Salmi, 2006). As the “face culture” being is deeply rooted in all walks of life in China, the Chinese tend to have difficulties in disclosing any bad news (in terms of buyer-supplier relationships, e.g. technical information, potential on-time delivery problems in time, for example) in order to avoid “losing face” (Salmi, 2006). According to our interviewee, it used to be more serious but apparently the situation is has improving improved during the past decade. “11 years ago it was a huge problem. Now it has changed a lot, especially during the last 4 years. ” 
Finnish intermediary: Beta
Beta is a family-run Finnish enterprise, founded in 2005. It is a subcontractor of industrial components. The company has three major market segments: construction, machinery and consumer products. 30- to 40% of the company’s total production is carried out in China. The CEO of Beta, whose key responsibilities in the company include supplier and product relationship management, was interviewed for the case studyinterviewee is the CEO of Beta., whose key responsibilities in the company include supplier and product relationship management. Except for the location advantage, which brings easy access to the customers, the respondent interviewee believes that the major role of an intermediary is to bridge the gap: the gap of location and the gap of knowledge, thus to reduce the risks. Indeed, the Chinese suppliers and local intermediaries lack the knowledge of Finnish customers. Being Finnish, speaking the language, also makes a domestic intermediary more trustworthy to the customers. Management of the overseas productions, logistics, exportation and quality control are the main functions of Beta.
The interviewee describes his company as a manufacturer instead of a sourcing agent as they company manufactures and sells a wide range of products from components to finished products.: as hHe notes: “We don’t sell sourcing, we sell production. We produce and sell our products… We don’t see ourselves as a middleman, we are a factory. We just do it more intelligently. In general, what we do is that we build systems so that we can control and own capacity without owning walls and machines. That’s why we are a “'factory”, ', but we just don’t want to own the factory.”
The “factory” role of Beta represents means that the company offers a “whole package” or a “one-stop solution” in comparison to a traditional sourcing agent which who simply does the “matchmaking” job. Not owning any factory brings flexibility to the production process, and the production capacity can be adjusted conveniently. A broad supplier portfolio worldwide reduces the risk of “putting all eggs in one basket”. – iIn fact, when while China is becoming too expensive, Beta can easily find other alternative solutions for its customers by utilising the supplier networks in countries such as India, Russia and Belarus. 
Beta currently has one office in Suzhou, China. Several Chinese employees are managing the office and taking care of the communication with Chinese suppliers. The CEO of the company is also in contact with the suppliers. Communications take place in forms of factory visiting, exchanging emails, making phone calls, and having dinners together. When the CEO of Beta contacts a Chinese supplier directly, emails replied replies from the supplier are usually written by a translator in the name of the supplier company’s owner, who in most cases does not have any knowledge of English. Beta intentionally attempts to increase the interactions and understanding between them and the suppliers. The company, for example, explains to the Chinese suppliers the purpose of the products and the operations of the company so thatto help the suppliers will know them better and work more efficiently. Beta is striving for a long-term relationship with their Chinese suppliers.
[bookmark: _Toc434251072] 
Swedish intermediary: Gamma
Gamma is a Swedish firm founded in 1995 and owned by the interviewee. As an external procurement agent, Gamma assists the its customers throughout the whole purchasing process, including supplier assessment, communication with suppliers, product quality control, and final delivery. The company consists of two employees in Sweden, 12 employees in China (Shanghai), and five franchise partners in France, Spain, UK and Italy. A purchase volume of more than USD 12 million is handled by the company annually. The company has a network of around 50 active suppliers in China. The physical products that Gamma assists the customers to purchase vary from shop fittings to plastic and acrylic components. 
The interviewee started working with Chinese suppliers around 20 years ago. According to him, low price is the obvious and major driver for European companies sourcing from China. Combined with other factors, such as good infrastructure, political stability, and vast supplier base, China becomes the top sourcing destination: “China won’t be the place for Western companies to buy from if price is the only thing in concern. When you ask me what is the driver, then price is. But together with the country’s infrastructure, vast supplier base, knowledge and technology, willingness to do business, political stability etc., then, China is the place to go.”
Gamma keeps maintains long-term partner relationships with almost all of its suppliers. “As a sourcing agent, that’s our business model and competitive advantage. Our relationships with some suppliers have lasted over 20 years.” However, when it comes to issues such as product quality and consistence consistency of supply, the respondent interviewee showed shows his some concern. The company would like to make ensure of the product quality by itselfthrough its own QA process but it does not have enough manpower to do so. Around 15- to 20% of the products are checked by Gamma’s staff in China. In this organisation, all the staff members are in contact with both the Chinese suppliers and the Western customers.
[bookmark: _Toc434251075]The interactions between the company and its Chinese suppliers are not always effective. For example, sometimes the Chinese suppliers do not inform his the partner company in time if the deliveries are late. “The Chinese sometimes keep silence because they are afraid of informing you bad news. They inform you when the problem has been solved. They don’t reply to you if they think they don’t have a good answer. But Swedish people are different. They inform you everything even when there are problems. And they will tell you they are working on it.” Despite the silence from the Chinese suppliers, Gamma ensures that the suppliers understand precisely for what purpose the products are made for, as well as the markets and the operation of Gamma and its customers. “We always explain everything clearly to them so they would understand. That is closely related with good product quality.” The interviewee believes that the challenges in the communication challenges with the Chinese suppliers are mainly cultural culture-related, and language difference has never been a problem. The average level of English level skills and the amount of English speakers have been increasing in China for the last twenty years, yet he does not believe those changes have affected his business.

Key results – middlemen’s role in current sourcing from China	Comment by Virve Juhola: vai: middlemen's current role in sourcing?
All of the case companies prefer a long-term relationship with their partners and some cooperation have lasted for 10 to 20 years. The interviewees agree that a long-term relationship is beneficial for all the parties involved. Regular meetings with suppliers, phone calls, emails and exchange visits are the most common means for the case companies to keep a friendly relationship with the Chinese suppliers. The three sourcing intermediaries in this study all believe in creating transparency between their Chinese suppliers and the customers as one way to show their honesty and commitment. In addition, being stable and increasing the orders are believed to be the most important sign of commitment. One case company indicated that it will no longer continue investing in China as the country is becoming too expensive.
The case companies also had certain criteria for supplier selection. It was common to choose suppliers that are of suitable sizes in comparison to the case companies: not too big or too small: “The supplier can’t be too big … And we don’t want to have suppliers as partners if our volumes are too high of the supplier’s total volumes, then they are depending too much on our company”. This is in line with a balanced power and dependence in buyer-supplier relationships. Companies utilise this supplier selection criteria to minimise one-sided dependency, to ensure the demandedrequired product capacity and thus to optimise the balance of buyer-supplier relationships. 
The interactions between Chinese suppliers, Western buyers and intermediaries are generally considered effective, and the situations have been improving over the years. Most interviewees believe language is not a barrier to effective communication, even though all of the parties involved are not native English speakers. However, several companies emphasised that a good understanding of culture-related interpretations is the key to successful communication. In particular, The the “silence issue” still exists, . that That refers tois, situations where Chinese suppliers do not inform in time about important information matters, such as delays in delivery, still exists. This gives some Finnish buyers an impression that the Chinese suppliers “don’t say the whole truth”. As one case interviewee described: “The Chinese sometimes keep silence quiet because they are afraid of informing you bad news. They inform you when the problem has been solved. They don’t reply to you if they think they don’t have a good answer.” This explanation is partially confirmed by a Chinese supplier who believes the that customers are solution orientated and they (the Chinese supplier) will always try to solve the problem by themselves first. However, the confusion here is that the Chinese supplier believes the reason for their behaviour is to meet the customers’ thinking patterns and culture, while the Western companies all without exception consider the “silence issue” a Chinese way of thinking. 	Comment by Virve Juhola: contradiction?
Another interesting finding is that cultural difference between Finland and China plays a significant but very delicate role in each other’srespective working styles. China is a high-context culture where information is either in the physical context or internalised in the person, while and very little is in the coded, explicit, transmitted part of the message (Hall, 1989). On the contraryIn contrast, Finland together withand other Scandinavian countries are low-context cultures in which most of the information is provided in an explicit code (Hall, 1989). The case findings are aligned with these views in thatas the Finnish interviewees all emphasised the importance of providing very detailed instructions to the Chinese suppliers. According to the Finnish interviewees’ understanding, the Chinese suppliers understand you better and become easier to work with if you provide them specific instructions instead of abstract ones. Some of the interviewees suggest this may be due to the Chinese “follow follow-the the-rule” working style or education system. 
The case companies reported that most of their Chinese suppliers have made investments in new machinery or equipment in order to meet the customers’ requirements and the suppliers seem more willingly to take risks compared to the Nordic companies. A Chinese supplier may require An an agreement with more complicated terms may be required by the Chinese supplier in order to ensure a long-term order from the buyer to cover the cost of the machinery investment. Investment from the iIntermediaries and buyers' investments are is generally made through knowledge-sharing, while capital investment is rarely involved. The iIntangible investments typically include the know-how sharing of quality control, in-time delivery and certification. Quality control is the most common form of knowledge exchange as it is aand necessary, act according to the interviewees, in order to achieve the Western buyers’ quality standards. Buyers make Various various special arrangements in transportation, payment terms, packaging, and product specifications have been made from the buyers to adapt to the Chinese suppliers. 	Comment by Virve Juhola: in time vai on time? On time = täsmälleen ajallaan, in time = ajoissa.
As comes toRegarding the highly relevant issue of ethics in contemporary business, this was not of major concern to the interviewed companies. Since industrial components, which require relatively high professional skills, were mainly the major  products that the case companies source from China, the issue of child labour have has rarely occurred. Other ethical issues, such as working conditions and environmental issues, cause are elements of theconcern to the case companies’ concern when they select suppliers, and they these issues are usually part of the agreements signed with the suppliers. In addition, buyer companies ethical rules are often checked and followed up on ethical issues by the buyer companies during their meetings with the our suppliers. 
The interviewees confirmed the importance of personal relationships was confirmed by the interviewees many times during the interviews. “Without it (personal relationship), you might get a long relationship, but not a deep one.” It plays a significant role in the relationship relationship-building process, ; especially at the market entry stage, when there is no existing relationship, personal behaviour can make a big difference. “Chinese The Chinese makes a big differences who is just a business partners and who is your friend. You can see how they behave completely different towards the other.” In the meanwhile, pPoor behaviour or bad first impression will creates a problematic situation and will havehas a negative influence on the business relationship. “In China, if you upset someone in the office, especially if you upset the big boss, and make him lose face in front of his staff, you upset everyone in the company.” However, Some some interviewees on the other hand believe in the endthat overall mutual benefit is the key to a successful business partnership, not the relationship itself. And many mentioned that they do not want to emphasise on the difference special status of personal relationships in the Chinese business culture, as it is as much important as in any other country.
To summarize, the key findings of the study are as the followsfollowing:
1. The majority of the case companies will continue sourcing from China, but there is general interest in alternative solutions. 
2. Both Western and Chinese interviewees emphasise the importance of long-term view and personal relations in order to achieve mutual benefit. Lack of control, inconsistency of supply and the “silence issue” as a Chinese cultural feature typical to China appear to be a challenge.
3. The role of an intermediary has been evolving from a middleman to manufacturer that provides comprehensive services along the whole entire supply chain. Its power increases when it begins to have more control over the know-how of the supply chain and to gather broader networks. 
4. The relationships between the intermediary and the Chinese suppliers tend to become more inter-personal over time; the relationships between the intermediary and the buyers are generally inter-organisational with limited personal interactions.
5. Upon the dissolving the relationship dissolution, interactions among the three parties either disappear or become very weak and limited. Reasons for the dissolution are commonly due relate to unsuitable price, dissatisfactory quality, or lack of sales from with the buyers. Trader’s dilemma does not seem to apply to the case companies.

5. Discussion
We structure our discussion of the results according to the three issues: the motives for sourcing from China, the features of the relationships, and the role of the intermediary.
Motives for Western companies to continue, or stop, sourcing from China
Most of the case companies seem to hold positive attitudes towards China and will most likely continue sourcing from this traditional destination. Low price still appears to be the biggest driver for Western companies to start their co-operation with Chinese suppliers. Several advantages in sourcing from China make it the top sourcing destination, including good infrastructure, political stability, less complicated culture (e.g. compared with e.g. India), vast supplier base, relatively good quality, good knowledge and technology, and willingness to do business. However, while a decade ago the firms found China to be the number one country from where to source from, in purchasers’ opinion China is apparently no longer the only place to go in purchasers’ mind today. Several companies showed indicated their concernss towards regarding sourcing from China. One company is gradually minimising its investment in China, and one has been constantly comparing prices with other low low-cost countries. The concerns are mainly related with the increasing labour costs, long delivery times, and lack of control. Southeast Asian countries and Eastern European countries are raising interest in the purchasing market. In particular, the geographic proximity of Eastern European countries is one of their strongest advantages. 
A decade ago, product quality was one of the major concerns of Finnish companies sourcing from China (Salmi, 2006). The This current study shows that companies are generally satisfied with the product quality from Chinese suppliers. The product quality in China has not necessarilymay not have reached a definite high level, but it meets with Western buyers’ expectations, thus indicating improvement of quality. While quality itself is not a direct cause of a Western buyer or intermediary’s concern, quality related issues, such as lack of control and inconsistency of supply, are the major problems that, which affect supplier trust building trust with the suppliers. The issue of lacking control over product quality seems to be mostly remedied by the intermediary’s local presence or regular visits to China. 
As comes toRegarding the sourced products, Salmi (2006) suggested that the majority were non-critical and leverage products, and that the critical component or a strategic item of core business process were not sourced from China. The current study, however, indicates a change from compared to the situations ten years ago. The case companies confirmed that the area of focus when they started their co-operation with China (around 2005) was on very low priority components. After a decade’s development, the companies are currently delivering products of all levels, including essential products, and in some cases the complete products that the customer is selling. , aAs one interviewee noted: “we We are seeing a development into this direction more and more every year”. The reason behind the change is believed to be the low profit margin in the non-critical products. 

Challenges in the relationships
Similar to the results obtained a decade ago (Salmi, 2006), all case companies confirmed their long-term view of on the supplier relations with the Chinese suppliers. This point is well conveyed, especially with the sourcing intermediaries, due to their firms’ 'nature' or business model. , as iIt is only profitable to keep maintain a long-term relationships with suppliers and customers. Even though most of the companies’ agreements with the Chinese suppliers are in written format, according to these companies, it is a personal relationship and mutual benefit that are key in ensureings a smooth and successful business relationship. Mutual benefit is believed to be the foundation and precondition of mutual trust. As one interviewee put it: “Of course trust it is very important.  But all in all, it is money that talks.”
As Since the “silence issue” still exists, Western companies also showed positive attitudes and reactions in order to facilitate the communication. All the case companies have been “teaching” their Chinese suppliers their way to solve problems, and they tell them the suppliers that it is OK to inform thedeliver “bad news”. This conclusion is in line with previous studies (Salmi, 2006), noting that “the Chinese have difficulties in disclosing any bad news” and suggesting that close personal relations can help decrease the cultural distance, and thus the Chinese supplier will feel easier to discuss the problems, without the fear of losing his/her face. Explaining carefully to the Chinese supplier of the product’s functions and the details of the order carefully to the supplier seems to be part of the routine of that Western buyers and intermediaries’ interaction practice with the Chinese partyparties. The case companies believe that the quality of their instructions and how well thethe level of the supplier's received itption can directly influence the product quality., Tthus they spare no trouble to ensure the that knowledge is successfully transmitted to the supplier successfully. 
Various ways of co-operation takes place between the Chinese suppliers, intermediaries and buyers, and these are mainly focused on the intellectual level. Examples  such asinclude know-how sharing instead of financial involvement. Interviewees mentioned For instance, product joint product development, logistics chain optimisation, quality control, work place safety, and sustainability development were mentioned by the interviewees. In terms of pProduct development, it is more quality or order focused, and as most of the Chinese suppliers are OEM suppliers, product design or technical development is usually not included. The co-operation according According to the case interviewees, co-operation is relatively easy or “not as difficult as expected”. One interviewee suggested that successful co-operation depends greatly on mutual understanding and it requires both parties to pay attention to the relationship and to be considerate. 
The business relationships in China tend to be inter-personal, and it this also affects the relationships with their foreign partners as noted by most of the interviewees. The Finnish business relationships are more inter-organisational. Finns sometimes do take advantage of their positions in the company to help friends or to gain personal benefits, but in general, the relationships are limited to the inter-organisational level in order to avoid corruption. 
Our study has revealed various efforts made by both suppliers and intermediaries to create a more efficient knowledge transfer system. For instance, the one Chinese supplier has created a catalogue for each product that the customers have ordered. The catalogue includes drawings sent from the customers, drawings translated into Chinese, and changes in the product specifications. This method is an embodiment of tacit knowledge codified into explicit information, which has increased working efficiency. The intermediaries on the other hand have utilised their Chinese employees and visits to China to ensure the accuracy of theaccurate production and to minimise misunderstandings. As the local’s' English language skills have improved, most of the case companies do not consider the language barrier influencing to significantly influence communicational efficiency. However, the culture-related misinterpretations and language barriers can still hinder building a deep personal relationship with the suppliers.

The role of a domestic intermediary in buyer-supplier relationships
The three intermediary companies interviewed for this study share great similarities in their business models. The companies usually do not consider themselves mereas merely sourcing agents as their offerings are form a series of value value-added services. They prefer to be seen as an integrated entity together with the Chinese suppliers, which means that the Chinese suppliers are presented as their factories instead of the customers’ suppliers. The role of a “middleman” is gradually fading away when the intermediaries start to have more control over the know-how of the supply chain and to gather broader networks. The power of the intermediaries increases dramatically as they gain a reputation of theiras professionalism professionals spreads within the industry then and they begin to create a brand of their own. 
Besides their expertise in global sourcing and overseas production, geographic proximity to the customers and sharing being Finnish who share thea common language with the customers has brought great advantages to the domestic Finnish intermediaries. The customers tend to feel more comfortable to discuss business matters with fellow Finns, and they tend to believe that a Finnish company is more trustworthy than the a foreign ones. As the “one-stop” solution tThe intermediaries offer a one-stop solution includes including comprehensive services along for the wholeentire supply chain from raw material control, R&D development, and quality control to logistics and exportation., it This brings provides the customers with valuable intangible products: such as quality, security and trust. 
Intermediaries’ relationships with the Chinese suppliers may end due to the suppliers’ unsuitable price or poor product quality. The termination of the relationships with theTerminating a relationship with a customers is commonly due to the lack of sales from at the customers or because the customers believe that the price is too high for them. After the dissolution ofdissolving the business co-operation, the relationship ties between the intermediary and its suppliers or customers often disappear or become very weak. Contacts with the former or potential Chinese suppliers is limited due to the language barrier. It is difficult for previous suppliers with poor product quality to regain the trust from of the intermediary or the customers. 
The concept of “trader’s dilemma” concept suggests that the improvements in intermediary performance can lead to the termination of a business relationship (Ellis, 2005). The rationale of this concept is seemingly basedseems to base on the assumption that the value of a sourcing intermediary mainly lies in its knowledge and involvement in the supplier relationship. “Trader’s dilemma” does not seem to apply to the case companies, as their business models require transparency between the Chinese suppliers and the customers. The companies believe the that transparency has brought more benefit to their business, which overweighs the disadvantages. If there is a potential risk, it is a risk that the companies are willing to take. As pointed out: “We are not afraid that the suppliers and customers will contact each other directly and skip our company. We gained more than we lost.”
[bookmark: _Toc434251079]The traditional view on the role of the intermediary as a temporary strategy in the firms’ internationalisation process does not seem to be applicableapply here, due to the operations’ high cost and risk in China. The results indicate that most of the case companies’ customers are satisfied with their current arrangement and for the time being have no intention to establish their own operations in China. 
6. Conclusions
The aim of this study was to analyse the contemporary role of intermediaries in Nordic firms’ sourcing from China. As a reference point, we have used previous studies on sourcing to understand the changes that have taken place in Western firms’ attitudes and practices concerning relatied to sourcing from Chinese sourcing. Research shows that ten years ago, low prices were the main driver for Chinese sourcing from China. Quality was a major concern, and China was not considered as the best choice for sourcing critical products. After a decade, China has become more expensive, which has led many companies to withdraw from China and enter other low low-cost countries for sourcing. Simultaneously, the quality level of products has increased significantly and it is not uncommon for Western companies to source critical or finished products from China. Given these developments that show maturing markets and evolving business practices, we see that the macro environment in China has changed from focusing on efficiency and cost, into effectiveness, as indicated e.g. by higher quality products and R&D operations taking place in China. It is therefore relevant to discuss whether the role of intermediaries has potentially changed because of these changes. 
As generally eEstablished for the Chinese context in general, both inter-organisational and inter-personal relationships are important in the relationship relationship-building processes. The three intermediary companies in this study all possess wide networks of personal relationships. Despite the potential for of younger generations stepping in and contributing to different, Western-type, business patterns, we see that many cultural features prevail in Chinese suppliers. The “silence issue”, which means that Chinese suppliers may still have difficulties in discussing problematic situations (e.g. delivery delays) , remains to exist. The “silence issue” seems to also relate also to the differences in working styles within high-context and low-context cultures: employees from a low-context culture tend to give detailed instructions in the form of explicit words, while people in a high-context culture people see deem such information to be unnecessary. The development of inter-personal relationships over time has decreased the cultural differences to some extent, and the Chinese suppliers have become more open to discuss problems without the fear of losing face. For instance, the ISO9001certification seems to be an effective method to control the “silence issue”, as it provides the supplier company with stricter and standardised operating guidelines. 	Comment by Virve Juhola: Ymmärsinkö oikein?	Comment by Virve Juhola: Tämä asia tulee selitetyksi moneen kertaan tekstin kuluessa, joten voi minusta tässä ilmaista vähän niukemmin. 
A decade ago, the companies' general approach of the companies towards Chinese sourcing from China was cautious and involved incremental involvementdevelopment. No strategic partnerships were built with suppliers, and the use of intermediaries seemed to be common in the first stages of purchasing. Today, many of the Chinese suppliers discussed here have been co-operating with Western companies for several years, which has paved the way for closer relationships. In some cases, strategic partnerships are used formed as well and they are mutually beneficial. The use of intermediaries does not seem to be limited to the initial stages of purchasing; rather, their role has been evolving and become more significant in the supply chains.
The evolving role of the intermediary in line ofto becoming a “manufacturer without factory” calls for managers and entrepreneurs’ attention to business model innovations and new global opportunities. For intermediaries, emphasis on intellectual know-how and further control over the supply chain has proven to be low in risk and  high in return. Accumulating reputation in the industry, nurturing supplier networks worldwide, and gradually building a brand effect seems to be the next step for intermediaries on their way towards greater global operations.
Our study brings along some implications for managers, too. Despite the increasing costs and long delivery times, China with its vast supplier base, good infrastructure, political stability, sufficient product quality, high technology technological knowledge, and high work morale may well remain on the top of the list for sourcing destinations. Relationship Relationship-building is a must, and those companies who do not have enough resources to invest in building and nurturing supplier relationships themselves, are urged to reach for trustworthy partners with extensive personal networks with the of suppliers. The engagement of an intermediary is thus a viable option in global sourcing. Particular attention should be paid to personal relationships’ development with the Chinese suppliers, as the business relationships with the Chinese tend to be inter-personal, and a friendship-like relationship can help decrease the cultural distance, increase mutual trust, and improve work effectiveness.
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